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The American Journal of Occupational Therapy I n this era of new tax laws, cost cutting, and productivity studies, financial plans are essential for even the part-time private practice or contract occupational therapist. Through a financial plan based on appropriate historical data, therapists will have command of what their business will demand in time and what it will offer in profits. This paper describes how the novice in private practice can develop and use a variable budget, which is the foundation of the financial plan.
Types of Budgets
The budget can be regarded as "an organization's best projection of the optimal allocation of resources to meet its objectives" (Laase, 1985, p. 114) The most familiar type of budget is a fixed, or target, budget A fixed budget is based on a fixed level of volume activity, that is, how many units of service are performed for a specific time, usually for 1 year (Herkimer, 1986) . Typically, this budget projects what the volume of revenue and expenses will be for 1 year and divides that by 12 (for each month of the year). For example, a therapist might project that he or she will do 100 evaluations during the next year, on the basis of the 100 evaluations that were done in the past year. If the therapist charged $100 per evaluation, a projection of earnings would be about $833 per month, based on the fixed budget method. The problem with the fixed budget is that it does not allow for seasonal or monthly variations.
In contrast, a variable budget allows the therapist to budget to actual performance volume Its fleXibility allows for fluctuations in volume and expenses, which are common in private practice. With the variable budget formula, a control budget can be generated that directly relates to volume activity (Herkimer, 1983) . A comparison of the control budget with actual performance allows the therapist to plan and control business in terms of money and energy.
This paper presents a sample budget for a typical business year, 1986-87, to illustrate the steps involved in the development of a variable budget
Steps in Developing a Variable Budget
Step 1.
Identify Goals and Objectives
The identification of goals and objectives is the first critical step in financial planning for any business. Assuming the budget will be for 1 year, the therapist must decide exactly what is to be accomplished in the business for that year in order to meet these goals. For example, the therapist might consider whether to increase, decrease, or maintain the present volume; plan for continuing education; evaluate the need to purchase major equipment; or improve turnaround on the billing process. Goals and objectives should be realistic and attainable, clearly delineated, anel spe· cific, based on the desired long-term outcome for the therapist's business and professional life. The Appen· dix gives an example of goals and objectives for a contract business.
Step 2: Select and Define the Production Unit
In the variable budget, the production unit is deter· mined by volume. The production unit can be defined either as a nondollar statistic that can be used to quan· titatively measure the production of a service (Her· kimer, 1986 ) (e.g., number of client visits, number of client treatments, 1 hr of service) or as a relative value unit expressed in units of 15 min (for examples of this use, see Bair & Gwin, 1985) .
Contract occupational therapists typically charge per hour or per visit. In the sample budget presented in this paper, 1 hr of service was considered one pro· duction unit at the rate of $40 per hour. Production units can also be determined for other expenses that are directly tied to volume, such as mileage.
Step 3: Collect Historical Data A budget is a projection of income and expenses. To determine the most realistic projection, good histori· cal data must be gathered. These data come from two major sources-income and expenses. The therapist must know how many production units were com· pleted for the last year and determine the amount of income they generated. The therapist also must determine all expenses incurred in that same year, including anything spent or used to perform the service (e.g., number of miles driven, number of photocopies paid for, amount of supplies used). Most of this information is the same as that used for filing income taxes, so it is usually readily available. If data are not available, such as when a business is starting up, appropriate estimates are made. In the sample budget, information from the business year 1985-86 was used.
Step
4: Identify and Differentiate Fixed and Variable Costs
A business has both fixed and variable costs. Fixed costs are independent of volume. They remain constant regardless of the amount of work completed (e.g., licensing fees, insurance, depreciation, salaries [possibly]) (Laase, 1985) .
Variable expenses depend on volume and therefore change in direct proportion to changes in volume (Laase, 1985) . As volume increases, costs increase (e.g., supplies, mileage). In the sample budget, the assistant's salary, car expenses, office supplies, postage, and phone bill are variable expenses; therapeutic supplies (i.e., eqUipment), continuing education, books and manuals, liability insurance, dues, and the licensing fee are fixed expenses.
5: Determine Standard Rates for All Variable Expenses
The goal of Step 5 is to allow the therapist to project the expenses for the next year by identifying the cost of each production unit. Because the fixed costs are known, they can be included directly in the budget according to their due dates. Variable costs are addressed through the determination of a standard rate for each (Herkimer, 1983 (Herkimer, , 1986 .
The standard rate can be expressed in dollars, time, or both. One can determine the standard rate by dividing the total costs by the total number of production units. For example, if 100 evaluations were done in the past year and $50 was spent on perishable sup· plies for those evaluations, the standard rate for the evaluations would be $.50.
Step 6· Develop Volume Forecasts
The goal of Step 6 is to allow the therapist to deter· mine what the budget's projected volume will be based on for the coming year. The production units for each month of the past year are totaled (see Table  1 ). Then each month's totals are divided by the total for the year to establish the percentage distribution. For example, for September, the volume of 15.93 was divided by 167.53 to get the percentage distribution of .095. In other words, 9.5% of the total year's volume was generated in September. February was a busy month, with over 16% of the total year's volume, and June andJuly were very slow, with 3% and 2%, respectively. This is not surprising, because one of the contracts was a school system.
On the basis of these goals and objectives, these figures are used to project what is desired for the next ., One production unit = 1 hr of consulting time.
------ .., penses, taxes, and profits are also listed. Thus, a 9.5% volume for September will generate Columns G through R are the months of the year about 17.52 hr of consulting time. Figures in the bud- and column T contains the totals for each of the lines. get year column are used to estimate volume for the Column E contains the standard rates determined in next year. The same process is used for other volume
Step 5. Fixed expenses are entered as they occur in forecasts, such as mileage.
their respective months. Thus, at the intersection of column G (September) and line 9 (volume of conStep 7. Set Up the Budget sulting hours) is entered 17.52, which is the number Calculation of a budget on a computer spreadsheet of consulting hours expected in September. Line 13, has several advantages. The spreadsheet calculates all column G, indicates that $700.97 in gross revenue is the figures once the budget and standard rates are expected to be earned in September. This figure is entered in the appropriate places. Because more calculated by multiplying the standard rate of $40 by equations than numbers are entered, any change, the 17.52 production units If done manually, each such as a change in a standard rate, will be recalcumonth's expected volume is multiplied by the stanlated by the software program, and the effect on the dard rate. If a computer spreadsheet is used, however, whole budget can be observed immediately. If done equations are entered rather than figures. Figure 1 manually, the same procedures are followed, but the shows a portion of the same budget, with equations therapist must do the calculations for each month used instead of figures. In Figure 1 , column G, line from the standard rates.
13, is the equation E13XG9 (E13 being the position of the standard rate of $40) October is E13XH9, because October is in column H, and so on for all the months and all the standard rates. One can calculate the totals by adding or subtracting lines. For example, to find the total of fixed costs for September, which is $100.50 in Table 2 , the equation entered is SUM(G21 ... G28), as shown in Figure 1 . In other words, for the months of September, October, and August, Figure 1 shows exactly what is entered on the computer. Once these numbers have been entered, the computer will generate the figures found in Table 2 . Again, the reason for entering equations is so that changes can be made simply and can be seen immediately. For example, if the standard rate for 1 hr of consulting was changed from $40 to $45, the new standard rate would be entered and the computer would calculate the changes.
Some items on the budget not addressed preViously may be applicable to a therapist's business. The first are the deductions under the heading of "Revenues." Deductions could include bad debt (i.e., when payment for services is not collected), charity service, or contractual allowances (i.e., the difference between charges and contractual rates, such as Medicare) (Laase, 1985) . In contract work, an example ofa deduction might be when the therapist treats a client more times than insurance will pay. If the therapist claims any of these deductions, then they must be addressed in the budget Depreciation, the loss of value in property due to such causes as wear or age, may also be in the budget.
If this is desired, an accountant would be best able to address how much or on what assets a therapist would want to take depreciation. The last budget item is taxes. Taxes are estimaterl in the same way as are standard rates. The rate from the previous year can be used as an estimate or, again, an accountant can help estimate the rate for a contract business.
Step 8: Use the Budget Once the projected budget is developed, it should be used as a control and should be followed as closely as possible. As a month of service is completed, the therapist should enter in the actual figures and compare them to the projected figures. With a spreadsheet program, any variation is immediately identified, as is the cause of the variance. Adjustments can then be made accordingly.
Summary
This paper delineates an eight-step method by which the therapist can develop a variable budget: (a) identifying goals and objectives, (b) selecting and defining the production unit, (c) collecting historical data, (d) identifying and differentiating fixed and variable
The AmericanJournal oJ Occupational Therapy costs, (e) determining standard rates, (f) forecasting volume, (g) setting up the budget, and (h) using the budget Because no method of establishing a variable budgeting system is perfect, the therapist should design a system that best fits his or her business needs. Once the budget is established, it will allow the therapist beuer control of his or her business and professional life . .&
